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THE  HOSPITAL  INSURANCE  PROGRAM 


Q.  1.  Who  will  be  responsible  for  administration  of  the  hospital 
insurance  program? 

A.  Basic  responsibility  for  administration  rests  with  the  Secretary 
of  Health,  Education,  and  Welfare.  Within  this  authority, 
primary  program  and  administrative  responsibility  will  be  in 
the  Social  Security  Administration,  with  responsibility  for  cer- 
tain professional  aspects  in  the  Public  Health  Service. 

The  Social  Security  Administration  will  use  appropriate  State 
agencies  and  organizations  (nominated  by  providers  of  serv- 
ices) to  assist  in  the  administration  of  the  program. 

Provision  is  made  for  the  establishment  of  an  Advisory  Council 
which  will  advise  on  policy  matters  in  connection  with  adminis- 
tration. 

Q.  2.  What  will  be  the  role  of  the  fiscal  intermediaries  nomi- 
nated by  providers  of  services? 

A.  Under  the  hospital  insurance  plan,  groups  of  providers,  or 
associations  of  providers  on  behalf  of  their  members,  may 
nominate  a  national,  State,  or  other  public  or  private  agency 
or  organization  which  they  wish  to  have  serve  as  fiscal  inter- 
mediaries between  themselves  and  the  Federal  Government. 

The  organization  or  agency  so  nominated  would  enter  into  an 
agreement  with  the  Government.  Under  this  agreement,  and 
following  national  reimbursement  policies,  the  organization  or 
agency  would  determine  the  amount  of  payments  due  upon 
presentation  of  bills  from  hospitals  and  other  institutional 
providers  and  make  the  payments. 

An  agreement  may  also  include  provision  for  the  agency  or 
organization  to  perform  certain  administrative  duties  other  than 
the  payment  function,  such  as:  providing  consultative  services 
to  assist  providers  to  establish  and  maintain  necessary  fiscal 
records  and  otherwise  to  qualify  as  providers  of  services;  serv- 
ing as  a  center  for  communicating  with  providers;  making 
audits  of  provider  records;  and  performing  related  functions. 

Q.  3.  Will  the  Government  be  required  to  enter  into  an  agree- 
ment with  any  organization  nominated  by  a  group  or  asso- 
ciation of  providers? 

A.  The  Government  is  permitted  by  the  law  to  enter  into  agreement 
with  a  nominated  organization  only  if  it  finds  that  this  would 
be  consistent  with  effective  and  efficient  administration  and 
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that  the  organization  is  able  and  willing  to  assist  in  the  applica- 
tion of  safeguards  against  unnecessary  utilization  of  covered 
services.  Further,  the  organization  must  agree  to  furnish  the 
Government  the  information  it  gathers  in  carrying  out  the  agree- 
ment which  is  found  necessary  to  the  effective  operation  of  the 
program. 

Q.  4.  Would  an  individual  provider  of  services  be  required  to 
deal  with  an  agency  or  organization  nominated  by  the 
group  or  association  of  which  it,  the  provider,  is  a 
member? 

A.  The  nomination  of  an  agency  or  organization  to  serve  as  a 
fiscal  intermediary  will  not  be  binding  on  members  of  the 
group  or  association.  Any  provider  may,  upon  notice,  with- 
draw its  nomination  to  receive  payments  through  such  agency 
or  organization.  Any  provider  which  has  withdrawn  its  nomi- 
nation (and  any  provider  which  has  not  made  a  nomination) 
may  elect  to  receive  payments  either  directly  from  the  Govern- 
ment, or  from  any  agency  or  organization  which  has  entered 
into  an  agreement  with  the  Government — if  the  Government 
and  the  agency  or  organization  agree  to  it. 

Q.  5.  Can  the  agreement  be  terminated,  and  if  so,  under  what 
conditions? 

A.  An  agreement  may  be  terminated  by  the  agency  or  organization. 
Regulations  will  spell  out  the  time  and  notice  required  for  ter- 
mination of  the  agreement.  An  agreement  may  also  be  termi- 
nated by  the  Government,  but  only  if  the  agency  or  organization 
(which  will  have  opportunity  for  hearing)  has  failed  substantially 
to  carry  out  the  agreement,  or  if  continuation  of  the  agreement 
is  inconsistent  with  the  efficient  administration  of  the  hospital 
insurance  plan. 

Q.  6.  Will  the  agency  or  organization  entering  into  an  agreement 
with  the  Government  be  paid  for  its  services? 

A.  The  Government  will  provide  advances  of  funds  to  these 
agencies  or  organizations  for  the  purpose  of  making  benefit 
payments  and  as  a  working  fund  to  cover  administrative  ex- 
penses. These  funds  will  be  subject  to  account  and  settlement 
on  a  cost-incurred  basis. 

Q.  7.  What  conditions  must  a  hospital  meet  to  participate  in  the 
hospital  insurance  program? 
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A.  Hospitals  accredited  by  the  Joint  Commission  on  Accredita- 
tion of  Hospitals  would  generally  be  conclusively  presumed 
to  meet  all  the  conditions  for  participation,  except  for  the 
requirement  of  utilization  review.  (If  the  Joint  Commission 
adopts  a  requirement  for  utilization  review,  accreditation  by 
the  Joint  Commission  could  be  accepted  as  sufficient  evidence 
that  a  hospital  meets  all  the  requirements  of  the  law.)  Linking 
the  conditions  for  participation  to  the  requirements  of  the  Joint 
Commission  provides  further  assurance  that  only  professionally 
established  conditions  will  have  to  be  met  by  providers  of  health 
services  which  seek  to  participate  in  the  program. 

Accreditation  by  the  American  Osteopathic  Association,  or  any 
other  national  accrediting  body,  may  also  be  accepted  if  it  is 
reasonable  to  do  so,  as  evidence  that  a  hospital  meets  some  or 
all  of  the  conditions  of  participation. 

In  order  to  participate  in  the  program,  hospitals  must  be  licensed 
(certification  or  approval  where  such  procedures  are  State  or 
local  law  equivalents  to  licensing  will  meet  this  requirement). 
In  addition,  they  must  satisfy  conditions  relating  to  clinical 
records,  medical  staff  bylaws,  utilization  review,  and  certain 
other  specified  requirements. 

The  law  authorizes  the  Government  to  prescribe  further  re- 
quirements necessary  to  health  and  safety  of  hospital  insur- 
ance beneficiaries.  These  health  and  safety  requirements  can- 
not be  more  strict  than  the  comparable  conditions  prescribed 
by  the  Joint  Committee  on  Hospital  Accreditation. 

However,  stricter  requirements  must  be  set  up  for  hospitals 
within  a  State's  borders  if  the  State  specifies  such  requirements 
under  its  Federal-State  medical  assistance  programs.  Also,  a 
State  may  request  stricter  requirements  for  this  program,  even 
if  it  does  not  use  them  in  its  own  programs. 

Q.  8.  Are  there  different  conditions  of  participation  for  psychi- 
atric and  tuberculosis  hospitals? 

A.  The  conditions  of  participation  for  psychiatric  and  tuberculosis 
hospitals  are  similar  to  those  for  other  hospitals,  although  they 
differ  in  some  respects.  To  provide  assurance  that  the  hospital 
insurance  program,  while  paying  for  active  treatment  in  psy- 
chiatric and  tuberculosis  hospitals,  will  avoid  paying  for  care 
that  is  merely  custodial,  the  conditions  of  participation  require 
that  the  hospital: 

(1)  be  accredited  by  the  Joint  Commission  on  Accreditation 
of  Hospitals; 


6 


(2)  have  clinical  records  sufficient  to  permit  a  determination 
of  the  degree  and  intensity  of  treatment  furnished  to 
beneficiaries;  and 

(3)  meet  staffing  requirements  found  necessary  for  carrying 
out  an  active  treatment  program. 

A  distinct  part  of  an  institution  can  be  considered  eligible 
to  participate  as  a  psychiatric  or  tuberculosis  hospital  if  it 
meets  these  conditions,  even  though  the  institution  of  which 
it  is  a  part  does  not.  Also,  if  the  distinct  part  of  the  institution 
meets  requirements  equivalent  to  accreditation  requirements,  it 
may  qualify  under  the  program  even  though  the  institution  is 
not  accredited. 

Q.  9.  What  are  the  conditions  of  participation  for  an  extended 
care  facility? 

A.  An  extended  care  facility  can  be  an  institution,  such  as  a  skilled 
nursing  home,  or  it  can  be  a  distinct  part  of  an  institution,  such 
as  a  ward  or  wing  of  a  hospital. 

To  assure  that  there  will  be  no  unnecessary  barriers  to  the 
transfer  of  patients  between  hospital  and  extended  care  facilities 
when  the  attending  physician  determines  the  transfer  is  medi- 
cally appropriate,  a  participating  facility  will  be  required 
(except  as  noted  in  the  next  paragraph)  to  have  an  agreement 
with  a  hospital  for  the  transfer  of  patients  and  interchange  of 
medical  records. 

Where  an  extended  care  facility  has  attempted,  in  good  faith,  to 
arrange  a  transfer  agreement  with  one  or  more  of  the  nearby 
hospitals,  but  failed,  the  State  agency  may  waive  the  require- 
ment for  a  transfer  agreement  if  the  agency  finds  that  the 
facility's  participation  in  the  hospital  insurance  program  is  in 
the  public  interest  and  essential  to  assuring  extended  care  to 
older  people  in  the  particular  community. 

The  requirement  for  a  transfer  agreement  does,  not  mean 
that  a  patient  would  have  to  be  transferred  between  a  hospital 
and  extended  care  facility  which  have  such  an  arrangement  with 
each  other.  A  transfer  arrangement  with  any  hospital  would 
qualify  the  facility  so  that  a  patient's  posthospital  extended 
care  would  be  paid  for  if  he  was  admitted  upon  transfer  from 
some  other  hospital. 

Extended  care  facilities  will  also  be  required  to  satisfy  a  num- 
ber of  conditions  necessary  for  an  institutional  setting  in  which 
high-quality  convalescent  and  rehabilitation  care  can  be  fur- 
nished. These  include: 
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(1)  around-the-clock  nursing  services,  with  at  least  one  regis- 
tered nurse  employed  full  time; 

(2)  the  availability  of  a  physician  to  handle  emergencies; 

(3)  the  maintenance  of  appropriate  medical  policies  govern- 
ing the  facility's  skilled  nursing  care  and  related  services; 

(4)  methods  and  procedures  for  handling  drugs;  and 

(5)  utilization  review. 

In  addition  to  the  conditions  specified  in  the  law,  the  law  author- 
izes the  Federal  Government  to  prescribe  further  requirements 
necessary  to  safeguard  the  health  and  safety  of  beneficiaries. 

An  institution  which  is  primarily  for  the  care  and  treatment  of 
mental  diseases  or  tuberculosis  is  excluded  from  the  definition 
of  an  extended  care  facility. 

Q.  10.    What  are  the  conditions  of  participation  for  a  home  health 

agency? 

A.  The  conditions  for  participation  of  home  health  agencies  are 
designed  primarily  to  assure  that  participating  agencies  are 
basically  suppliers  of  health  services.  The  program  will  cover 
visiting  nurse  organizations  as  well  as  agencies  specifically 
established  to  provide  a  wide  range  of  organized  home  health 
services.  It  will  also  cover  home  health  service  provided  by  a 
hospital. 

In  order  to  participate,  the  home  health  agency  or  organization 
will,  in  addition  to  meeting  certain  other  requirements,  have 
to  be: 

(1)  publicly  owned;  or 

(2)  a  nonprofit  organization  exempt  from  Federal  taxation; 
or 

(3)  licensed  and  meet  staffing  requirements  and  other  stand- 
ards and  conditions  prescribed  by  regulation. 

An  organization  providing  home  care  on  a  profit  basis  may 
qualify  if  it  is  licensed,  where  State  law  requires  it,  and  if  it 
meets  specified  standards. 

Q.  11.  How  will  the  determination  be  made  as  to  whether  a  hos- 
pital, extended  care  facility,  or  home  health  agency  is 
qualified  to  participate  in  the  hospital  insurance  program? 

A.  State  agencies,  operating  under  agreements  with  the  Secre- 
tary, will  determine  whether  individual  providers  of  services 
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—  a  hospital,  an  extended  care  facility,  or  a  home  health 
agency — meet  the  conditions  for  participation  in  the  program, 
and  having  made  the  determination,  will  certify  that  fact  to  the 
Secretary. 

Q.  12.   Does  the  State  have  any  further  role  in  the  program? 

A.  In  addition,  the  law  authorizes  the  use  of  such  State  agencies 
for  the  following  additional  functions : 

(a)  Rendering  consultative  services  to  providers  to  assist  them 
in  establishing  and  maintaining  necessary  fiscal  records  and 
otherwise  to  meet  the  conditions  for  participation;  and  to 
provide  information  needed  to  derive  operating  costs  in 
order  to  determine  amounts  to  be  paid  for  the  providers' 
services; 

(b)  Rendering  consultative  services  to  providers  and  medical 
societies  to  assist  in  the  establishment  and  testing  of  utiliza- 
tion review  procedures. 

To  illustrate  a  consultative  function  a  State  agency  could  per- 
form to  assist  providers  to  qualify,  it  could  help  an  extended 
care  facility  to  establish  a  transfer  agreement  with  a  participating 
hospital. 

Also  the  Federal  hospital  insurance  trust  fund  will  pay  a  fair 
share  of  the  cost  of  State  and  regional  planning  for  the  agency's 
costs  attributable  to  planning  and  coordination  of  the  agency's 
functions  to  be  performed  under  the  terms  of  the  agreements  with 
other  activities  for  which  the  agency  is  responsible.  This  pro- 
vision gives  recognition  to  the  need  for  coordination  of  the  new 
program  of  health  insurance  for  the  aged  with  the  various  pro- 
grams in  the  States  that  have  to  do  with  payment  for  health  care, 
quality  of  care,  and  the  distribution  of  health  services  and  facilities. 

Q.  13.    Would  a  State  be  reimbursed  for  the  services  it  provided? 

A.  State  agencies  will  be  reimbursed  for  the  costs  of  activities  they 
perform  in  the  program.  As  in  the  cooperative  arrangements 
with  State  agencies  in  the  social  security  disability  program, 
reimbursement  to  State  agencies  for  hospital  insurance  benefits 
activities  would  meet  the  agency's  related  costs  of  administra- 
tive overhead  as  well  as  of  staff. 

Q.  14.  Once  a  provider  of  services  had  been  certified  by  an  agency 
of  the  State  as  meeting  the  conditions  of  participation, 
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what  would  be  the  next  step  toward  participation  in  the 
hospital  insurance  program? 

A.  An  eligible  hospital,  extended  care  facility,  or  home  health 
agency  could  participate  in  the  programs  if  it  filed  with  the 
Social  Security  Administration  an  agreement;  (1)  not  to  charge 
any  beneficiary  for  covered  services  for  which  payment  would 
be  made  under  the  program;  and  (2)  to  make  adequate  pro- 
vision for  refund  of  erroneous  charges.  Of  course,  a  provider 
could  bill  a  beneficiary  for  deductible  and  coinsurance  amounts, 
for  the  first  3  pints  of  blood  furnished  him  during  a  spell  of 
illness,  and  for  the  portion  of  the  charge  for  a  private  room  or 
services  supplied  at  the  patient's  request  and  not  paid  for  under 
the  program. 

To  participate,  a  provider  of  services  must  also  agree  to  con- 
form to  Title  VI  of  the  Civil  Rights  Act  of  1964,  under  which 
it  assures  that  services  will  be  rendered  without  discrimination 
because  of  race,  color,  or  national  origin. 

Q.  15.   Could  this  agreement  he  terminated? 

A.  An  agreement  could  be  terminated  by  either  the  provider  of 
services  or  by  the  Government. 

Beneficiaries  are  protected  from  an  abrupt  termination  of  an 
agreement  by  a  provider  through  the  requirement  that  notice 
must  be  given  by  the  provider  to  the  Government  and  to  the 
public.  The  length  of  time  between  the  notice  and  the  point  at 
which  the  termination  becomes  effective  may  be  specified  in 
regulations  (but  the  length  of  time  cannot  be  longer  than  6 
months). 

The  Government  could  terminate  an  agreement  only  after  rea- 
sonable notice  and  only  if  the  provider: 

(a)  does  not  comply  with  the  provisions  of  the  agreement,  or 
of  the  law  and  regulations, 

(b)  is  no  longer  eligible  to  participate,  or 

(c)  fails  to  provide  data  needed  to  determine  what  benefit 
amounts  are  payable  or  refuses  access  to  financial  records 
for  verification  of  bills. 

The  Government  would  be  required  to  give  reasonable  notice  and 
opportunity  for  hearing  to  a  provider  of  services  before  making 
a  final  determination  that  the  provider  does  not  qualify  to  par- 
ticipate under  the  program,  or  before  terminating  an  agreement 
with  the  provider.  The  final  administrative  decision  is  subject  to 
judicial  review. 
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16.   How  will  the  utilization  review  provisions  work? 

The  provisions  of  the  law  with  respect  to  the  review  of  utiliza- 
tion of  services  follow  the  kind  of  recommendations  for  utiliza- 
tion review  that  have  been  made  by  private  study  groups,  State 
and  national  medical  societies,  and  State  agencies. 

Hospitals  and  extended  care  facilities  participating  in  the  hos- 
pital insurance  program  will  be  required  to  have  in  effect  a 
utilization  review  plan  providing  for  a  review,  on  a  sample  or 
other  basis,  of:  admissions  of  beneficiaries  of  the  hospital 
insurance  program  to  the  institution;  length  of  stays;  and 
the  medical  necessity  for  services  provided;  with  the  objec- 
tive of  promoting  the  efficient  use  of  services  and  facilities. 

Regulations  would  provide  the  institution  some  leeway  in  de- 
termining when  the  review  would  have  to  be  carried  out,  and 
the  point  at  which  a  review  would  be  most  appropriate  might 
vary  with  the  diagnosis  and  treatment  involved. 

The  attending  physician  would  have  to  be  offered  an  oppor- 
tunity for  consultation  with  the  physician  members  of  the  review 
group  before  there  could  be  a  finding  that  a  beneficiary's  further 
stay  in  the  institution  is  not  medically  necessary;  the  institution 
and  the  attending  physician  would  have  to  be  promptly  notified 
of  any  such  finding.  Where  such  a  finding  has  been  made,  the 
patient  can  of  course  make  arrangements  to  continue  to  stay. 
But  the  program  could  not  make  payment  for  services  furnished 
the  patient  after  the  third  day  following  the  day  on  which  the 
institution  received  notice  of  the  finding. 

Where  timely  reviews  were  not  being  made,  the  Government 
could,  in  lieu  of  terminating  the  agreement  under  which  the 
institution  participates  in  the  program,  make  a  decision  that  the 
program  would  make  payment  only  for  the  first  20  days  of  a 
beneficiary's  stay  in  the  case  of  a  hospital,  or  only  for  days  up 
to  a  specified  number  (to  be  specified  in  regulations)  in  the  case 
of  an  extended  care  facility. 

17.   Who  will  conduct  the  utilization  review? 

The  review  would  ordinarily  be  carried  out  by  a  staff  commit- 
tee of  the  institution,  which  would  have  to  include  two  or  more 
physicians  but  which  could  also  include  other  professional  per- 
sonnel such  as  registered  nurses  and  medical  social  workers. 
Alternatively,  the  review  could  be  conducted  by  a  similar  group 
outside  the  institution — preferably  one  established  by  the  local 
medical  society  and  some  or  all  of  the  hospitals  and  extended 
care  facilities  in  the  locality. 
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In  some  circumstances  the  review  committee  would  have  to 
be  one  outside  the  institution — for  example,  where  the  small  size 
of  the  institution  or,  in  the  case  of  an  extended  care  facility, 
the  lack  of  an  organized  medical  staff  makes  it  impracticable  for 
the  institution  to  have  a  properly  functioning  staff  committee. 

Q.  18.  What  is  the  role  of  the  physician  in  the  hospital  insurance 
program? 

A.  The  physician  is  the  key  figure  in  determining  utilization  of 
health  services.  Under  the  law,  it  is  a  physician  who  is  to 
decide  upon  admission  to  a  hospital,  who  will  order  tests,  drugs 
and  treatments,  and  who  will  determine  the  length  of  stay. 
Payment  will  be  made  only  if  a  physician  certifies  to  the  medi- 
cal necessity  of  the  services  furnished. 

This  certification  and  the  special  certifications  described  in  the 
following  paragraphs  will  be  kept  simple  so  as  to  minimize 
paperwork.  In  general,  they  will  parallel  other  insurance  claims 
procedures  and  will  be  worked  out  with  medical  societies  and 
the  administrative  agents. 

If  services  are  furnished  over  a  period  of  time  to  be  specified 
in  regulations,  recertification  by  a  physician  will  be  necessary. 

The  first  physician  recertification  in  each  case  of  inpatient  hos- 
pital services  will  be  required  no  later  than  the  20th  day  of 
the  period. 

In  the  case  of  inpatient  hospital  services,  the  law  requires  that 
a  physician  certify  that  the  services  were  required  for  an  in- 
dividual's medical  treatment,  or  that  inpatient  diagnostic  study 
was  medically  required  and  that  the  services  were  necessary 
for  such  purpose.  In  the  case  of  outpatient  hospital  diagnostic 
services,  a  physician  would  have  to  certify  that  the  services 
were  required  for  diagnostic  study. 

Delayed  physician  certifications  and  recertifications,  accompanied 
by  medical  and  other  evidence,  may  be  accepted  in  lieu  of  timely 
certifications  and  recertifications  when,  for  example,  the  patient 
was  unaware  of  his  eligibility  for  the  benefits  when  he  was 
treated. 

Q.  19.  Will  the  physician  also  certify  as  to  the  need  for  post- 
hospital  extended  care  facilities? 

A.  For  posthospital  extended  care  to  be  paid  for,  a  physician  will 
have  to  certify  that  the  care  was  required  because  the  indi- 
vidual needed  skilled  nursing  care  on  a  continuing  basis  for 
a  condition  with  respect  to  which  he  was  receiving  inpatient 
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hospital  services  prior  to  transfer  to  the  extended  care  facility 
or  for  a  condition  which  arose  after  such  transfer  and  while 
the  individual  was  still  in  the  facility  for  treatment  of  the  con- 
dition or  conditions  for  which  he  was  receiving  such  inpatient 
hospital  services. 

Q.  20.  Will  the  physician  also  be  involved  in  the  provision  of 
home  health  care  services? 

A.  In  the  case  of  home  health  services,  a  physician  will  have  to 
certify  that  the  services  were  required  because  the  individual 
was  confined  to  his  home.  He  will  also  have  to  certify  (except 
for  special  treatment  at  a  medical  institution)  that  the  indi- 
vidual needed  skilled  nursing  care  on  an  intermittent  basis,  or 
physicial,  or  speech  therapy.  The  intermittent  nursing  care, 
or  the  physical,  or  speech  therapy  would  have  to  be  for  treat- 
ment of  a  condition  for  which  the  individual  had  received  in- 
patient hospital  services  or  posthospital  extended  care. 

Q.  21.  Will  there  be  special  requirements  where  payment  for 
treatment  in  mental  or  tuberculosis  hospitals  was  involved? 

A.  There  is  often  a  significant  difference  between  treatment  pro- 
vided in  mental  and  tuberculosis  hospitals  and  the  treatment 
provided  in  other  hospitals.  Often  the  care  in  mental  and 
tuberculosis  hospitals  is  custodial,  and  it  is  the  intent  of  the  law 
to  cover  only  active  care  intended  to  cure  patients  in  such 
hospitals  and  not  to  cover  custodial  care. 

Therefore,  the  law  requires  that  a  physician  make  specific  cer- 
tifications before  payment  can  be  made  for  inpatient  hospital 
service  furnished  in  either  a  psychiatric  hospital  or  a  tuber- 
culosis hospital.  In  the  case  of  inpatient  hospital  services 
furnished  in  a  psychiatric  hospital  for  the  psychiatric  treatment 
of  an  individual,  a  physician  would  have  to  certify  that  the 
psychiatric  services  could  reasonably  be  expected  to  improve 
the  condition  for  which  the  treatment  was  necessary  or  that 
inpatient  diagnostic  study  was  medically  required;  and  that 
inpatient  psychiatric  hospital  services  were  necessary  for  such 
purposes. 

In  the  case  of  inpatient  tuberculosis  hospital  services  a  physician 
would  have  to  certify  that  the  services  were  required  to  be  given 
on  an  inpatient  basis  for  the  treatment  of  an  individual  for 
tuberculosis  and  that  the  treatment  could  reasonably  be  expected 
to  either  improve  the  condition  for  which  the  treatment  was 
necessary  or  render  the  condition  noncommunicable. 
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Q.  22.  Suppose  there  is  a  medical  emergency  and  an  aged  person 
is  admitted  to  a  hospital  that  is  not  participating  in  the 
hospital  insurance  program.  Could  the  costs  of  his  care  be 
be  paid  for  under  the  hospital  insurance  program? 

A.  There  will  be  emergency  situations  where  an  individual  who 
is  eligible  for  hospital  insurance  benefits  will  go  or  be  taken  to 
a  hospital  that  does  not  participate  in  the  program.  For  ex- 
ample, an  accident  victim  might  have  to  be  taken  immediately 
to  the  nearest  hospital,  either  for  outpatient  diagnosis  and  treat- 
ment or  for  admission  as  an  inpatient. 

The  law  permits  the  payment  of  benefits  for  emergency  hos- 
pital diagnostic  services  or  inpatient  care  in  such  cases  until 
it  is  no  longer  necessary  from  a  medical  standpoint  to  care  for 
the  patient  in  a  nonparticipating  institution.  To  be  paid  under 
the  program  for  its  services,  the  nonparticipating  hospital,  like 
participating  hospitals,  would  have  to  agree  not  to  charge  the 
patient  amounts  (except  the  deductibles  and  coinsurance)  in 
addition  to  the  program's  payments  for  covered  services. 

Q.  23.  Would  there  be  any  provision  for  payment  of  costs  of 
treatment  in  hospitals  outside  the  United  States? 

A.  There  is  a  provision  for  emergency  inpatient  services  in  a  hospital 
outside  the  United  States  when  it  is  closer  or  substantially  more 
accessible  than  comparable  facilities  in  the  United  States.  A 
further  qualification  is  that  the  patient  has  to  be  physically 
present  within  the  United  States  when  the  emergency  which 
necessitated  the  hospitalization  occurred. 

Q.  24.  Suppose  a  hospital  admitted  an  elderly  patient  who  was 
covered  under  hospital  insurance  but  the  hospital  did  not 
know  he  had  already  used  up  his  90  days  of  coverage  in 
that  spell  of  illness;  could  the  hospital  be  paid  for  some  of 
his  care  anyway? 

A.  If  a  hospital  has  acted  reasonably  and  in  good  faith  in  assum- 
ing that  a  person  was  entitled  to  have  payment  made  for 
inpatient  hospital  services,  the  hospital  can  receive  payment  for 
such  services,  prior  to  notification  from  the  Social  Security 
Administration  that  the  person  is  not  so  entitled. 

However,  this  provision  would  apply  only  if  payment  is  pre- 
cluded because  the  individual  has  used  up  his  90  days  of  en- 
titlement to  inpatient  hospital  services  in  the  spell  of  illness; 
and  no  payment  may  be  made  unless  the  hospital  refunds  any 
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payment  already  obtained  from  the  individual  or  on  his  behalf 
with  respect  to  the  services  involved. 

In  any  event,  payment  may  not  be  made  under  this  provision 
for  services  furnished  an  individual  after  the  sixth  elapsed  day 
following  the  day  of  his  admission  to  the  hospital  (not  counting 
Saturday,  Sunday,  or  a  legal  holiday  as  an  elapsed  day). 

Q.  25.  What  services  provided  in  a  hospital  will  be  paid  for  under 
the  hospital  insurance  program? 

A.  The  reasonable  cost  of  services  ordinarily  provided  to  inpa- 
tients by  hospitals  (other  than  certain  items  discussed  sub- 
sequently), including  new  services  and  techniques  as  they  are 
adopted  in  the  future,  will  be  paid  for.  The  patient  is  respon- 
sible for  the  $40  deductible  and  any  coinsurance  amounts. 

Services  furnished  to  inpatients  by  parties  other  than  physicians 
under  arrangements  with  a  hospital  will  also  be  covered  if  the 
arrangements  call  for  billing  for  the  services  to  be  through  the 
hospital  exclusively. 

Since  the  reasonable  cost  of  the  services  will  be  covered,  hos- 
pitals would  not  be  deterred,  because  of  nonpaying  or  under- 
paying patients  in  this  aged  group,  from  trying  to  provide  the 
best  of  modern  care.  The  following  are  the  major  items  and 
services  that  will  be  paid  for. 

Nursing  services  ordinarily  furnished  by  hospitals  will  be  paid 
for,  but  private  duty  nursing  will  not  be  covered. 

Payments  will  not  be  made  under  the  hospital  insurance  plan  for 
the  services  of  physicians,  except  services  provided  by  medical 
and  dental  interns  and  residents  in  training  under  professionally 
approved  teaching  programs. 

Under  the  law,  the  exclusion  of  physicians'  services  also  excludes 
the  services  of  radiologists,  anesthesiologists,  pathologists,  and 
physiatrists — their  services  are  covered  under  the  medical  in- 
surance plan.  The  law,  however,  provides  that  the  services  of 
nonphysician  technicians  aiding  such  hospital-based  physicians 
will  be  covered  under  the  hospital  insurance  plan. 

Hospital  room  and  board  will  be  paid  in  full  in  semi-private 
accommodations — accommodations  containing  from  two  to  four 
beds.  Payment  will  also  be  made  for  private  accommodations 
where  their  use  is  medically  indicated — ordinarily  only  when  the 
patient's  condition  requires  him  to  be  isolated — because  he  has 
a  communicable  disease,  for  example.  Where  private  accom- 
modations are  furnished  for  the  patient's  comfort,  the  payments 
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will  cover  only  the  equivalent  of  the  reasonable  cost  of  semi- 
private  accommodations;  the  patient  would  pay  the  extra  charges 
for  the  private  room. 

If  a  patient  is  placed  in  accommodations  less  expensive  than 
semi-private  accommodations  for  a  reason  determined  to  be 
inconsistent  with  the  program's  purpose  (and  not  at  the  patient's 
request),  payment  will  be  limited  to  the  reasonable  cost  of 
semi-private  accommodations  minus  the  difference  between  the 
customary  charges  for  semi-private  accommodations  and  the  ac- 
commodations furnished. 

If  a  patient  receives  items  or  services  which  are  more  expensive 
than  those  for  which  payment  can  be  made,  the  Government 
will  take  into  account  for  purposes  of  payment  no  more  than 
the  reasonable  cost  of  the  services  that  can  be  paid  for. 

Q.  26.    Will  drugs  administered  in  the  hospital  be  paid  for? 

A.  Drugs  and  biologicals  furnished  to  hospital  patients  for  their 
use  while  inpatients  will  be  paid  for.  Payment  will  be  provided 
for  all  drugs  and  biologicals  which  are  listed,  or  approved  for 
listing,  in  the  United  States  Pharmacopoeia  or  National  Formu- 
lary or  New  Drugs  or  Accepted  Dental  Remedies  or  the  United 
States  Homeopathic  Pharmacopoeia  (except  for  any  drugs  and 
biologicals  unfavorably  evaluated  therein),  or  which  are  ap- 
proved by  the  pharmacy  and  drug  therapeutics  committee  (or 
equivalent  committee)  of  the  medical  staff  of  the  hospital  fur- 
nishing the  drugs  and  biologicals.  These  publications  have  been 
compiled  and  are  maintained  by  the  professional  organizations 
concerned  with  the  proper  use  of  drugs. 

The  alternative  requirement  of  approval  by  a  committee  of  the 
medical  staff  of  the  hospital  is  in  line  with  the  recommendations 
of  the  American  Hospital  Association,  American  Medical  Asso- 
ciation, American  Pharmaceutical  Association,  and  the  Ameri- 
can Society  of  Hospital  Pharmacists. 

These  organizations  jointly  have  recommended  that  hospitals 
adopt  a  formulary  system  based  upon  the  functioning  of  a 
pharmacy  and  drugs  therapeutics  committee  of  the  medical  staff 
of  the  hospital  as  a  means  of  protecting  the  hospital's  patients 
against  drugs  of  poor  quality.  Innovation  and  the  use  of  new 
drugs  will  not  be  discouraged  because  a  hospital  committee 
could  adopt  for  use  any  new  drugs  which  it  approved. 

The  intent  of  the  provisions  for  determining  which  drugs  and 
biologicals  are  covered  is  to  permit  payment  for  all  drugs  and 
biologicals  which  medical  and  medically  related  organizations 
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have  evaluated  and  selected  as  being  proper  for  use  in  the 
course  of  good  patient  care. 


Q.  27.  How  about  supplies  and  appliances  used  by  a  patient  in  the 
hospital;  will  their  cost  be  covered? 

A.  Supplies  and  appliances  will  be  paid  for  under  the  hospital  in- 
surance plan  when  they  are  a  necessary  part  of  the  covered 
inpatient  hospital  services  a  patient  receives.  For  example,  the 
use  of  a  wheelchair,  crutches,  or  prosthetic  appliances  could  be 
paid  for  as  part  of  hospital  services  but  payments  for  hospital 
services  would  not  cover  furnishing  these  items  to  the  patient 
for  use  after  his  discharge.  (However,  the  cost  of  using  these 
items  after  hospitalization  might  be  paid  for  if  needed  as  part 
of  the  posthospital  extended  care  he  might  receive  or  it  might 
be  provided  under  a  plan  for  his  home  health  services.) 

Items  supplied  at  the  request  of  the  patient  for  his  convenience, 
such  as  television  rentals  in  hospitals,  will  not  be  paid  for  under 
the  program. 

Q.  28.    Will  the  entire  cost  of  blood  transfusions  be  covered? 

A.  The  patient  may  be  charged  for  the  first  3  pints  of  blood 
furnished  him  during  a  spell  of  illness  unless  he  arranges  for 
donors  to  replace  those  first  3  pints. 

If  the  cost  of  the  blood  to  the  hospital  is  less  than  the  charge  to 
the  beneficiary,  the  difference  will  be  deducted  from  the  pay- 
ments the  program  would  otherwise  make  to  the  hosiptal.  Thus 
the  hospital  would  not  make  a  profit  on  the  blood  for  which  it 
charges  a  beneficiary. 

This  deduction  provision  was  included  in  the  interest  of  the 
voluntary  blood  replacement  programs,  which  encourage  dona- 
tions of  blood  by  waiving  charges  for  blood  which  the  patient  ar- 
ranges to  replace.  The  limitation  of  the  deduction  to  3  pints  of 
blood  was  made  in  view  of  the  problems  aged  people  would 
have  in  securing  replacement  of,  or  paying  for,  large  quantities 
of  blood. 


Q.  29.  What  services  provided  in  an  extended  care  facility  will  be 
paid  for  under  the  provisions  covering  posthospital  ex- 
tended care  services  of  the  hospital  insurance  program? 

A.  Items  and  services  generally  furnished  by  extended  care  facilities 
will  be  paid  for  by  the  program.  These  include  room  and  board 
in  semi-private  accommodations,  nursing  care,  physical,  occupa- 
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tional  and  speech  therapy,  and  such  drugs  as  are  ordinarily 
furnished  by  the  facility  to  its  inpatients. 

In  addition,  payment  can  be  made  for  the  medical  services 
of  interns  and  residents  in  training  and  other  diagnostic  and 
therapeutic  services  furnished  inpatients  of  the  extended  care 
facility  by  a  hospital  with  which  it  has  a  transfer  agreement.  Pay- 
ment would  also  be  made  for  physical,  occupational,  and  speech 
therapy  furnished  by  parties  other  than  the  facility,  if  furnished 
under  arrangements  which  provide  for  payment  for  therapy  to 
be  made  through  the  facility. 

In  no  case  can  payment  be  made  for  any  service,  drug  or  other 
item  which  could  not  be  paid  for  under  the  hospital  insurance 
program  if  furnished  in  a  hospital.  Neither  could  payment  be 
made  for  services  not  generally  provided  by  extended  care 
facilities.  Under  this  rule,  for  example,  the  use  of  an  operating 
room  would  not  be  covered  in  the  case  of  an  extended  care 
facility,  since  operating  rooms  are  not  generally  maintained  as 
part  of  such  facilities. 

Q.  30.    What  services  will  be  paid  for  as  home  health  care  visits? 

A.  The  posthospital  home  health  payments  will  meet  the  cost  of 
part-time  or  intermittent  nursing  services,  physical,  occupational, 
and  speech  therapy,  and  other  related  home  health  services 
furnished  by  visiting  nurse  agencies,  hospital-based  home  health 
programs  and  similar  agencies.  More  or  less  full-time  nursing 
care  will  not  be  paid  for  under  the  home  health  benefits  pro- 
visions. 

Payments  may  be  made  for  services  furnished  by  other  parties 
under  arrangements  with  such  agencies — the  services  of  an  in- 
dependent physical  therapist  and  of  interns  and  residents  in 
training  of  an  affiliated  hospital,  for  example. 

To  the  extent  permitted  in  regulations,  the  part-time  or  intermit- 
tent services  of  a  home  health  aide  are  also  covered.  The  duties 
of  the  home  health  aide  which  will  be  covered  are  comparable 
to  those  of  a  nurse's  aide  in  the  hospital — a  person  who  has 
had  training  and  experience  not  ordinarily  possessed  by  lay 
people — for  example,  training  and  experience  in  giving  bed  baths 
to  ill  and  bedfast  patients.  Often,  the  home  health  aide  services 
are  essential  if  the  patient  is  to  be  cared  for  outside  a  hos- 
pital or  nursing  facility.  Food  service  arrangements,  such  as 
those  of  meals-on-wheels  programs,  or  the  services  of  house- 
keepers would  not  be  paid  for  under  the  home  health  care 
provisions. 
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A  "visit"  would  be  defined  in  regulations.  Ordinarily  one  visit 
will  be  charged  each  time  home  health  personnel  furnish  a 
covered  service  to  the  patient.  For  instance,  a  visit  would  be 
charged  each  time  a  therapist  went  to  the  patient's  home  to 
furnish  speech  therapy.  If  a  beneficiary  had  a  visit  from  a 
speech  therapist  and  a  visiting  nurse  in  the  same  day,  two  visits 
would  be  charged.  Similarly,  if  the  patient  were  to  be  taken  to 
a  hospital  to  receive  outpatient  therapy  that  could  not  be 
furnished  in  his  own  home — hydrotherapy,  for  example — and 
also  received  speech  therapy  and  other  services  at  the  hospital 
in  the  course  of  the  same  visit,  two  or  more  visits  might  be 
charged. 

The  payments  will  be  made  only  for  a  patient  who  is  under  the 
care  of  a  physician  and  confined  to  his  own  home  (except 
when  he  is  taken  elsewhere  to  receive  services  which  cannot 
readily  be  supplied  at  home).  Since  the  nature  and  extent  of  the 
care  a  patient  receives  will  be  planned  by  a  physician,  medical 
supervision  of  the  home  health  services  furnished  by  paramedical 
personnel  —  such  as  nurses  or  physical  therapists  —  will  be 
assured. 

Q.  31.  How  will  the  providers  of  services  be  paid  under  the  hos' 
pital  insurance  program? 

A.  The  law  provides  that  the  payment  to  hospitals  and  other  pro- 
viders of  services  for  covered  services  shall  be  equal  to  the 
reasonable  cost  of  the  services  and  that  the  methods  to  be 
used  and  the  items  to  be  included  in  determining  the  cost  shall 
be  developed  in  regulations  by  the  Government  in  accordance 
with  the  provisions  of  the  law.  The  regulations  may  provide  for 
payment  of  the  costs  of  services  on  a  per  diem,  per  unit,  per 
capita,  or  other  basis;  may  provide  for  the  use  of  estimates 
in  different  circumstances;  may  provide  for  the  use  of  estimates 
of  cost  of  particular  items  or  services;  and  may  provide  for  the 
use  of  charges  or  a  percentage  of  charges  where  this  method 
reasonably  reflects  the  cost. 

The  appropriate  basis  of  payment  for  hospital  services  when 
payment  is  made  by  public  or  private  agencies  has  been  the 
subject  of  extended  and  painstaking  consideration  for  more 
than  a  decade.  Governing  principles  have  been  developed  which 
have  attained  a  large  measure  of  agreement.  It  is  the  intent 
of  the  law  that  in  framing  regulations  full  advantage  should 
be  taken  of  the  experience  of  private  agencies  in  order  that 
rates  of  payment  to  hospitals  may  be  fair  to  the  institutions,  to 
the  contributors  to  the  hospital  insurance  trust  fund,  and  to 
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other  patients.  In  framing  the  regulations  there  will  be  consulta- 
tion with  the  organizations  that  have  developed  these  prin- 
ciples as  well  as  with  leading  associations  of  providers  of  services. 

Similar  principles  will  be  developed  to  establish  a  fair  basis  of 
payment  to  extended  care  facilities  and  home  health  services 
agencies. 

Q.  32.  Will  account  be  taken  of  variations  in  the  cost  of  hospital 
and  other  institutional  services? 

A.  The  cost  of  hospital  services  varies  widely  from  one  hospital  to 
another  and  the  variations  generally  reflect  differences  in  quality 
and  intensity  of  care.  The  same  thing  is  true  with  respect  to 
the  cost  of  the  services  of  other  providers.  The  provision  for 
payment  of  the  reasonable  cost  of  services  is  intended  to  meet 
the  actual  costs,  however  widely  they  may  vary  from  one  in- 
stitution to  another,  except  where  a  particular  institution's  costs 
are  found  to  be  substantially  out  of  line  with  those  of  institutions 
similar  in  size,  scope  of  services,  utilization,  and  other  related 
factors. 

Although  payment  may  be  made  on  various  bases  the  objective, 
whatever  method  of  computation  is  used,  will  be  to  aproximate 
as  closely  as  practicable  the  actual  cost  (both  direct  and  in- 
direct) of  services  rendered  to  the  beneficiaries  of  the  program 
so  that  under  any  method  of  determining  costs,  the  costs  of 
services  of  individuals  covered  by  the  program  will  not  be  borne 
by  individuals  not  covered,  and  the  costs  of  services  of  individu- 
als not  covered  will  not  be  borne  by  the  program. 

The  basis  for  the  computation  of  the  cost  may  vary  by  institu- 
tion. The  most  usual  hospital  cost  reimbursement  procedures 
now  in  use  by  plans  that  pay  for  inpatient  services  are  based  on 
the  average  per  diem  cost  of  the  patients  in  the  institution  to 
which  payment  is  made,  adjusted  to  reflect  the  provisions  of  the 
plan. 

Some  institutions,  however,  base  their  charges  to  the  public  on 
careful  cost  ascertainment  or  accounting  and  change  their 
charges  only  when  there  is  a  change  in  the  cost  of  the  service 
involved.  In  these  and  other  appropriate  cases  reimbursement 
would  be  permitted  on  the  basis  of  the  ratio  of  cost  to  charges 
for  the  services  actually  received. 

In  other  institutions  some  of  the  charges  are  set  according  to 
prevailing  rates  in  the  area,  or  are  based  on  other  considerations 
and  not  solely  on  the  actual  costs  of  the  particular  items  and 
services  rendered.  Except  where  a  close  correlation  of  cost  and 
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charges  would  be  shown,  other  methods  would  have  to  be 
applied  to  achieve  equitable  reimbursement. 

Q.  33.    What  would  be  counted  in  determining  reasonable  costs? 

A.  In  the  determination  of  the  reasonable  cost  of  covered  services 
consideration  will  be  given  to  all  necessary  and  proper  expenses 
incurred  in  rendering  the  services,  including  normal  standby 
costs.  Reasonable  costs  will  include  appropriate  treatment  of 
depreciation  on  building  and  equipment  (taking  into  account 
such  factors  as  the  effect  of  Federal  construction  grants  and 
practices  with  respect  to  funding  of  depreciation)  as  well  as 
necessary  and  proper  interest  on  capital  indebtedness. 

Many  hospitals  engage  in  substantial  educational  activities,  in- 
cluding the  training  of  medical  students,  internship  and  resi- 
dency programs,  the  training  of  nurses,  and  the  training  of 
various  paramedical  personnel.  Educational  activities  enhance 
the  quality  of  care  in  an  institution,  and  it  is  intended,  until 
the  community  undertakes  to  bear  such  education  costs  in  some 
other  way,  that  a  part  of  the  net  cost  of  such  activities  (includ- 
ing stipends  of  trainees  as  well  as  compensation  of  teachers 
and  other  costs)  be  considered  as  an  element  in  the  cost  of 
patient  care,  to  be  borne  to  an  appropriate  extent  by  the  hos- 
pital insurance  program. 

Identifiable  expenses  for  medical  research,  over  and  above  the 
costs  closely  related  to  normal  patient  care,  would  not  be  met 
from  the  trust  fund.  Available  research  funds  are  generally 
ample  to  support  important  basic  medical  research. 


Q.  34.  What  effect  will  the  hospital  insurance  program  have  on 
losses  of  hospital  income  from  bad  debts,  or  for  care  of 
free  or  part-pay  aged  patients? 

A.  The  hospital  insurance  program  will  reduce  the  losses  of  hos- 
pital income  from  bad  debts  or  for  care  of  free  or  part-pay  aged 
patients  which  might  otherwise  be  included  in  charges  to  other 
paying  patients  by  paying  the  full  cost,  except  for  the  deductible 
and  coinsurance,  for  substantially  all  patients  over  65.  Under 
the  public  assistance  programs  now  in  existence  and  even  more 
as  they  will  exist  under  the  provisions  of  the  new  law,  the 
Federal  Government  will  make  a  very  substantial  contribution 
toward  the  medical  care  of  the  needy  of  all  ages.  Further,  the 
new  law  requires  that  as  States  come  under  the  new  Title  XIX 
provisions  for  medical  assistance  and  maternal  and  child  health 
and  crippled  children  programs  of  the  Social  Security  Act,  pay- 
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ment  must  be  made  for  the  reasonable  costs  of  covered 
hospital  services.  This  will  assist  hospitals  in  reducing  income 
deficits  arising  out  of  providing  hospital  care  to  persons  unable 
to  pay  for  care. 

These  public  assistance  provisions,  taken  in  combination  with 
the  hospital  insurance  system,  will  appreciably  reduce  the  need 
of  hospitals  to  charge  their  paying  and  prepaying  patients  more 
than  the  cost  of  their  services  in  order  to  compensate  for  care 
rendered  to  other  patients  without  charge  or  at  less  than  cost. 
The  new  law  will  thus  make  a  contribution  toward  rationalizing 
the  distribution  of  hospital  costs  and  relieving  voluntary  insur- 
ance and  prepayment  systems,  as  well  as  those  patients  who 
pay  for  services  at  the  time  when  they  are  rendered,  of  some 
part  of  the  burden  they  now  bear  for  indigent  and  charity 
patients. 


THE  SUPPLEMENTARY  MEDICAL  INSURANCE 

PROGRAM 

Q.  35.  Who  will  be  responsible  for  administering  the  program  of 
supplementary  medical  insurance? 

A.  In  the  supplementary  medical  insurance  program,  as  in  the  hos- 
pital insurance  program,  the  Social  Security  Administration  will 
have  primary  program  and  administrative  responsibility. 

The  law  requires  the  Government,  to  the  extent  possible,  to 
enter  into  contracts  with  carriers  to  serve  as  administrative 
agents.  The  carriers  will  perform  specified  administrative  func- 
tions or,  to  the  extent  provided  in  the  contracts,  secure  the  per- 
formance of  these  functions  by  other  organizations.  These 
functions  include : 

•  Determining  the  amount  of  payments  due  providers  and 
other  persons,  and  making  the  payments; 

•  Auditing  records  of  providers; 

•  Determining  whether  providers  meet  the  utilization  review 
requirements  under  the  program; 

•  Assisting  providers  and  other  persons  to  develop  procedures 
relating  to  utilization  practices,  and  studying  the  effectiveness 
of  such  procedures; 
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•  Assisting  in  the  application  of  safeguards  against  unnecessary 
utilization  of  covered  services  and  in  the  establishment  of 
review  groups  outside  hospitals; 

•  Serving  as  a  channel  of  communication  of  information  relat- 
ing to  the  program's  administration; 

•  Otherwise  assisting  in  the  administration  of  the  medical  in- 
surance plan. 

The  carriers  will  act  on  behalf  of  the  Government,  carrying 
out  the  administrative  responsibilities  imposed  by  the  law. 

The  responsibility  for  determining  the  reasonable  charges  for 
physicians'  services  will  therefore  be  in  the  hands  of  private 
insurers,  group  health  plans,  and  other  voluntary  medical  in- 
surance plans  which  have  experience  in  reimbursing  physicians. 

Q.  36.   How  does  the  law  define  a  "carrier"? 

A.  The  law  defines  a  carrier  with  which  the  Government  could 
contract  as  a  voluntary  association,  corporation,  partnership,  or 
other  nongovernmental  organization  lawfully  engaged  in  pro- 
viding, paying  for,  or  reimbursing  the  cost  of,  health  services 
under  group  insurance  policies  or  contracts,  or  similar  group 
arrangements,  in  consideration  of  premiums  or  other  periodic 
charges  payable  to  the  carrier. 

It  is  intended  that  a  group  of  carriers  will  meet  this  definition 
and  be  eligible  to  enter  into  a  contract  with  the  Government. 
The  definition  would  specifically  include  a  health  benefits  plan 
duly  sponsored  or  underwritten  by  an  employee  organization. 

With  respect  to  hospitals,  extended  care  facilities,  and  home 
health  agencies,  the  definition  also  includes  a  public  or  private 
organization  which  is  nominated  by  providers  of  services  and 
which  also  participates  in  the  administration  of  the  hospital  in- 
surance plan.  In  addition,  a  State  welfare  agency  which  buys 
into  the  program  for  its  aged  welfare  recipients  could  act  as  the 
carrier  for  its  recipients  (if  it  met  the  other  conditions  of  par- 
ticipation as  a  carrier). 

Q.  37.  What  specifications  would  a  carrier  have  to  meet  in  order 
for  the  Government  to  enter  into  contract  with  it? 

A.  The  Government  will  be  permitted  to  enter  into  contracts  with 
carriers  without  regard  to  provisions  of  law  relating  to  com- 
petitive bidding.  However,  it  could  enter  into  such  a  contract 
only  if  it  found  that  the  carrier  would  perform  efficiently  and 
effectively,  and  if  the  carrier  met  such  requirements  as  to  finan- 
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cial  responsibility,  legal  authority,  and  such  other  matters  as  the 
Government  found  pertinent. 

It  is  intended  that  the  Government  shall,  to  the  extent  pos- 
sible, enter  into  contracts  with  a  sufficient  number  of  carriers, 
selected  on  a  regional  or  other  geographical  basis,  to  permit 
comparative  analysis  of  their  performance.  The  contracts  will 
have  to  provide  that  the  carrier  will  take  action  to  assure  that 
the  charges  and  costs  of  services  for  which  the  supplementary 
plan  may  make  payment  are  reasonable. 

The  carrier  will  also  have  to  maintain  such  records  and  furnish 
such  information  and  reports  as  the  Government  finds  necessary 
and,  in  addition,  will  have  to  establish  procedures  for  fair  re- 
view of  beneficiary  complaints  regarding  disallowed  requests  for 
payment  and  requests  where  the  amount  of  payment  is  in 
controversy. 

Q.  38.   How  long  would  the  contract  with  a  carrier  run? 

A.  The  contracts  will  be  for  a  term  of  at  least  1  year,  and  may  be 
made  automatically  renewable.  A  contract  will  provide  for 
payment  of  the  carrier's  cost  of  administration  (including  ad- 
vances of  funds  for  such  purposes),  as  the  Government  de- 
termines to  be  necessary  and  proper  for  carrying  out  the  functions 
covered  by  the  contract.  The  Government  could  terminate  a 
contract,  after  reasonable  notice  and  opportunity  for  a  hearing, 
if  it  found  that  the  carrier  had  failed  to  substantially  carry  out 
the  contract,  or  was  carrying  it  out  in  a  manner  inconsistent 
with  the  efficient  administration  of  the  medical  insurance 
program. 

Q.  39.  How  will  a  carrier  be  reimbursed  for  its  services  under  a 
contract  with  the  Government? 

A.  Each  contract  will  provide  for  advances  of  funds  to  the  car- 
rier for  the  making  of  payments  by  it  under  the  medical 
insurance  plan,  and  for  payment  of  the  necessary  and  proper 
administrative  costs  of  the  carrier. 

Q.  40.  What  medical  expenses  will  be  paid  for  under  the  medical 
insurance  program? 

A.         Benefits  under  the  medical  insurance  plan  will  cover: 

(1)  Medical  and  other  health  services.  These  include: 

(a)  Physicians'  services,  including  surgery,  consultation, 
and  home,  office,  and  institutional  calls; 
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(b)  Services  and  supplies  of  the  kind  which  are  incidental 
to  physicians'  services  furnished  in  their  offices  or  in 
hospital  outpatient  departments; 

(c)  Diagnostic  X-ray  and  laboratory  tests  and  other  diag- 
nostic tests; 

(d)  X-ray,  radium,  and  radioactive  isotope  therapy; 

(e)  Surgical  dressings,  splints,  casts,  and  other  devices 
for  reduction  of  fractures  and  dislocations; 

(f)  Rental  of  durable  medical  equipment,  such  as  iron 
lungs,  oxygen  tents,  hospital  beds,  and  wheelchairs; 

(g)  Prosthetic  devices  (other  than  dental)  which  replace 
all  or  part  of  an  internal  body  organ; 

(h)  Ambulance  services  with  limitations; 

(i)  Braces  and  artificial  legs,  arms,  and  eyes. 

(2)  Home  health  services  for  up  to  100  visits  during  a  calen- 
dar year  (without  a  requirement  of  prior  hospitalization). 

Physicians'  services  include  certain  services  performed  by  a 
doctor  of  dentistry  or  of  dental  or  oral  surgery.  Only  surgery 
related  to  the  jaw  or  a  contiguous  structure,  and  the  reduction 
of  fractures  of  the  jaw  or  facial  bones  will  be  covered  so  that 
the  cost  of  surgical  services  which  may  alternately  be  performed 
by  a  qualified  physician  or  dentist  will  be  covered  whether  a 
member  of  either  profession  performs  the  service. 

Items,  supplies,  services  of  aides,  etc.,  that  are  incidental  to 
physicians'  personal  services  will  be  covered  in  the  hospital, 
clinic,  home,  or  office  and  regardless  of  whether  the  bills  are 
rendered  by  the  hospital,  the  physician,  or  both.  For  example, 
the  law  makes  it  clear  that  a  laboratory  test  will  be  covered 
whether  performed  in  the  physician's  office  or  whether  the 
physician  sends  the  specimen  to  an  independent  laboratory,  and 
regardless  of  whether  the  physician  or  the  laboratory  bills  the 
patient. 

Diagnostic  tests  performed  in  a  laboratory  which  is  independent 
of  a  physician's  office  or  of  a  hospital  will  be  covered  under  the 
medical  insurance  plan  only  if  the  laboratory  is  licensed  under 
applicable  State  or  local  law,  or  meets  standards  for  such  li- 
censing. It  must  also  meet  other  health  and  safety  requirements 
to  be  set  in  regulations.  The  laboratory  a  physician  maintains 
for  performing  diagnostic  tests  in  connection  with  his  own  prac- 
tice will  be  exempt  from  these  standards,  but  if  the  physician 
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runs  a  laboratory  which  performs  diagnostic  work  referred  by 
other  physicians,  the  laboratory  will  be  subject  to  the  standards. 

Ambulance  services  will  be  covered  only  where  other  methods 
of  transportation  are  not  feasible  due  to  the  individual's  condi- 
tion, and  only  to  the  extent  provided  in  regulations.  It  is  the 
intent  of  the  law  that  transportation  by  ambulance  will  be 
covered  only  if  (a)  normal  transportation  would  endanger  the 
health  of  the  patient  and  (b)  the  individual  is  transported  to 
the  nearest  hospital  with  appropriate  facilities  or  to  one  in  the 
same  locality,  and  under  similar  restrictions,  from  one  hospital 
to  another,  to  the  patient's  home  or  to  an  extended  care  facility. 

Q.  41.  How  will  providers  of  services  and  others  be  paid  under 
the  medical  insurance  program? 

A.  After  the  individual  has  incurred  covered  medical  expenses  of 
$50  in  a  calendar  year,  the  plan  will  pay  80  percent  of  the 
reasonable  costs  of  or  the  reasonable  charges  for  the  covered 
services.  In  the  case  of  services  furnished  by,  or  under  arrange- 
ments made  by,  hospitals,  extended  care  facilities,  and  home 
health  agencies,  payments  will  be  80  percent  of  reasonable  costs 
and  will  be  made  to  the  provider  of  services  by  the  carrier 
administering  the  benefits  under  the  medical  insurance  plan. 

In  all  other  cases  (except  in  the  case  of  certain  group  practice 
prepayment  plans ) ,  payment  will  be  80  percent  of  the  reasonable 
charges  on  the  basis  of  a  receipted  bill  and  will  be  made  by  the 
carrier  to  the  beneficiary,  unless  the  beneficiary  assigns  the 
benefits  to  the  person  or  organization  which  furnished  the  cov- 
ered services. 

Q.  42.  //  the  provider  of  services  is  a  group  practice  prepayment 
plan,  what  will  be  the  basis  of  payment? 

A.  If  services  are  furnished  by  a  group  practice  prepayment  plan, 
the  law  provides  the  alternative  of  having  the  program  pay  80 
percent  of  the  reasonable  cost  of  the  covered  services  the  plan 
furnishes  (including  physicians'  services)  rather  than  80  percent 
of  the  reasonable  charges. 

Under  such  plans  there  is  usually  no  charge  for  a  specific 
service,  the  physician  being  paid  by  the  plan  on  a  salary  or  other 
basis  unrelated  to  reimbursement  for  a  specific  service.  Among 
the  bases  permitted  for  reasonable  cost  determination  is  the 
calculation  of  costs  on  a  per  capita  basis — the  one  which  the 
group-practice  prepayment  plans  generally  use  for  their  mem- 
bers. 
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Q.  43.  What  will  constitute  "reasonable  cost"  under  the  medical 
insurance  program? 

A.  Reasonable  cost,  as  defined  for  purposes  of  reimbursement 
under  the  medical  insurance  plan,  will  be  the  same  as  under 
the  hospital  insurance  plan.  The  carriers  administering  the 
benefits  under  the  medical  insurance  plan  would,  under  the 
terms  of  their  contracts  with  the  Government  have  to  take  such 
action  as  may  be  necessary  to  assure  that  where  payment  is  on 
a  cost  basis,  the  cost  is  reasonable  cost. 

Q.  44.  How  will  a  "reasonable  charge"  be  determined  under  the 
medical  insurance  program? 

A.  Where  payment  by  the  program  is  on  the  basis  of  charges  (for 
physicians'  services  and  medical  and  other  health  services  not 
furnished  by  providers  of  services),  the  carriers  are  to  take 
action  to  assure  that  the  charge  on  which  the  reimbursement 
is  based  is  reasonable  and  not  higher  than  the  charge  used  for 
reimbursement  on  behalf  of  the  carriers'  own  policyholders  or 
subscribers  for  comparable  services  and  under  comparable  cir- 
cumstances. 

In  determining  reasonable  charges,  the  carriers  will  have  to 
consider  the  customary  charges  for  similar  services  generally 
made  by  the  physician  or  other  person  or  organization  furnish- 
ing the  covered  services,  and  also  the  prevailing  charges  in  the 
locality  for  similar  services. 

The  use  by  carriers  of  certain  existing  mechanisms  and  pro- 
cedures will  help  in  the  determination  of  whether  a  charge  is 
reasonable.  For  example,  procedures  established  by  State  or 
local  medical  societies  for  resolving  fee  questions  are  regularly 
utilized  by  carriers.  Such  arrangements  can  be  used  not  only  to 
settle  questions  between  carriers  and  physicians,  but  also  be- 
tween patients  and  physicians  when  the  patient  believes  that  an 
incorrect  charge  has  been  made.  Also,  the  use  of  relative  value 
scales,  where  they  have  been  agreed  upon,  is  helpful  in  establish- 
ing a  reasonable  relationship  between  payments  for  various 
medical  procedures.  Where  service  benefit  plans,  which  provide 
payment  for  physicians'  services,  serve  as  carriers  under  the 
program,  the  use  of  the  same  agreed-upon  fee  schedules  that 
are  employed  in  their  own  programs  may  be  helpful  in  avoiding 
the  possibility  of  disputes  regarding  fees. 

Q.  45.   How  will  doctors7  bills  be  paid  under  the  medical  insurance 
program? 
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A. 


The  law  provides  two  methods  of  payment.  It  is  up  to  the  doctor 
and  his  patient  as  to  which  method  is  used. 


(1)  The  doctor  may  bill  the  patient  and  after  the  patient  has 
paid  the  bill,  the  patient  will  send  the  receipted  bill  to 
the  carrier,  or 

(2)  The  patient  may  assign  his  right  to  reimbursement  to  the 
doctor  and  the  doctor  will  send  the  bill  to  the  carrier  and 
be  reimbursed  directly. 

Under  either  method,  the  carrier  (after  the  deductible  has 
been  met)  will  pay  80  percent  of  what  it  determines  is  the  rea- 
sonable charge  for  the  services  rendered — to  the  patient  if  he 
has  sent  in  the  receipted  bill — or  directly  to  the  doctor  if  the 
doctor  has  accepted  the  patient's  assignment. 

If  the  doctor  has  agreed  to  assignment  he  must  accept  the  rea- 
sonable charge  as  his  full  fee.  He  may  collect  from  the  patient 
the  remaining  20  percent  of  the  reasonable  charge  and  any 
amount  of  the  $50  deductible  still  owing  him. 

Q.  46.  What  is  the  difference  between  the  coverage  of  home  health 
care  visits  under  the  basic  hospital  insurance  program  and 
under  the  medical  insurance  plan? 

A.  Covered  home  health  services  and  the  conditions  of  participation 
for  home  health  agencies  will  be  the  same  as  under  the  hos- 
pital insurance  plan.  Under  the  medical  insurance  plan  there 
will,  however,  be  no  requirement,  as  there  is  in  the  hospital 
insurance  plan,  that  benefits  be  paid  only  when  the  patient  has 
been  previously  hospitalized. 


QUESTIONS  RELATING  TO  BOTH  THE 
BASIC  PLAN  AND  THE  MEDICAL 
INSURANCE  PLAN 

Q.  47.  What  items  and  services  are  not  covered  under  either 
program? 

A.  Certain  health  items  and  services  are  excluded  from  coverage 
under  both  the  hospital  insurance  and  the  medical  insurance 
programs  in  addition  to  any  excluded  through  the  operation  of 
other  provisions  of  the  law.  Specifically  excluded  are: 
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•  Drugs  for  use  outside  a  hospital  or  extended  care  facility 

•  Routine  physical  examinations 

•  Eyeglasses  and  eye  examinations  for  the  purpose  of  prescrib- 
ing, fitting,  or  changing  eyeglasses 

•  Hearing  aids,  and  examinations  for  hearing  aids 

•  Dentures  and  the  care,  treatment,  filling,  removal,  and  re- 
placement of  teeth 

•  Orthopedic  shoes 

•  Immunizations 

Also,  the  law  will  bar  payment  for  health  items  or  services 
that  are  not  reasonable  and  necessary  for  the  treatment  of 
illness  or  injury  or  to  improve  the  functioning  of  a  malformed 
body  member.  Thus,  payment  could  be  made  for  the  rental 
of  a  special  hospital  bed  to  be  used  by  a  patient  in  his  home 
only  if  it  was  a  reasonable  and  necessary  part  of  a  sick  person's 
treatment. 

Similarly,  such  personal  comfort  items  and  services  as  massages 
and  heat  lamp  treatments  will  be  covered  only  where  they 
contribute  meaningfully  to  the  treatment  of  an  illness  or  injury 
or  the  functioning  of  a  malformed  body  member. 

Expenses  for  custodial  care  are  excluded. 

Neither  program  would  pay  for  any  item  or  service  furnished 
an  individual  if  neither  the  individual  nor  any  other  person 
(such  as  a  prepayment  plan)  has  a  legal  obligation  to  pay  for 
or  provide  the  services.  Free  chest  X-rays  provided  by  health 
organizations,  for  example,  would  not  be  covered. 

Where  health  expenses  are  charged  the  patient  by  a  member 
of  the  patient's  household  or  by  an  immediate  relative,  no 
payment  can  be  made. 

Payments  will  be  made  only  for  items  and  services  provided 
in  the  United  States,  the  Commonwealth  of  Puerto  Rico,  the 
Virgin  Islands,  Guam,  and  American  Samoa  (except  for  the 
situation  described  in  the  answer  to  Question  23). 

Payment  would  not  be  made  for  items  and  services  required 
as  a  result  of  war  or  an  act  of  war  which  occurs  after  the 
effective  date  of  the  individual's  coverage  under  the  medical 
insurance  program. 

Q.  48.  Will  either  program  make  payment  for  services  paid  for 
under  another  private  or  Government  prepayment  or  in- 
surance plan? 
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A.  If  a  person  received  his  care  under  an  insurance  plan,  or  on 
some  prearranged  basis  toward  which  he  had  prepaid,  the  pro- 
grams provided  for  under  the  social  security  law  would  never- 
theless pay  benefits  in  full.  It  is  expected  that  the  patient's 
prepayment  arrangement  will  be  adjusted  appropriately  to  take 
account  of  the  fact  that  the  Government  health  insurance  pro- 
gram had  met  part  of  the  patient's  health  costs. 

Except  in  such  cases  as  the  Government  may  specify,  no  pay- 
ment would  be  made  for  items  and  services  which  are  paid 
for  directly  or  indirectly  by  a  governmental  entity.  However, 
no  person  will  be  denied  benefits  because  he  was  also  covered 
under  a  State  or  local  Government  employee  health  benefits 
plan. 

Q.  49.  Will  payment  be  made  for  items  or  services  for  which  pay- 
ment had  been  made  or  might  be  made  under  the  work- 
men's compensation  program? 

A.  Payment  will  not  be  made  for  health  items  and  services  to  the 
extent  that  payments  have  been  made,  or  can  reasonably  be 
expected  to  be  made,  for  them  under  a  workmen's  compensa- 
tion law.  The  Government  will  prescribe  regulations  to  gov- 
ern the  making  of  payments  where  a  beneficiary's  status  under 
workmen's  compensation  has  not  been  ascertained.  Payment 
will  be  made  under  the  insurance  plans  on  the  condition  that 
repayment  would  be  made  if  information  is  received  that  work- 
men's compensation  payment  for  health  care  has  been  made. 

Q.  50.  What  provision  is  there  for  appeals  by  beneficiaries  from 
determinations  made  under  either  of  the  two  new  health 
insurance  plans? 

A.  The  law  provides  for  the  Government  to  make  determinations, 
under  both  the  hospital  insurance  plan  and  the  medical  insur- 
ance plan,  as  to  whether  individuals  are  entitled  to  hospital 
insurance  benefits  or  medical  insurance  benefits  and  for  hearings 
by  the  Government  and  judicial  review  where  an  individual  is 
dissatisfied  with  the  Government's  determination. 

Hearings  are  also  provided  under  the  hospital  insurance  pro- 
gram where  an  individual  is  dissatisfied  with  a  determination 
as  to  the  amount  and  the  amount  in  controversy  is  $100  or 
more.  Judicial  review  is  provided  where  the  amount  involved 
is  $1,000  or  more. 

Under  the  medical  insurance  plan,  carriers,  not  the  Government, 
will  review  beneficiary  complaints  regarding  the  amount  of  bene- 
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fits.  The  law  does  not  provide  for  hearings  or  judicial  review  of 
a  determination  concerning  the  amount  of  benefits  under  the 
medical  insurance  program  where  claims  will  in  most  cases  be 
for  substantially  smaller  amounts  than  under  the  hospital  insur- 
ance program. 

Q.  51  What  provision  is  there  for  appeals  by  providers  of  serv- 
ices? 

A.  Hospitals,  extended  care  facilities,  and  home  health  agencies, 
will  be  entitled  to  hearing  and  judicial  review  if  they  are  dis- 
satisfied with  the  determination  regarding  their  eligibility  to 
participate  in  the  program,  as  well  as  decision  by  the  Govern- 
ment to  terminate  its  agreement  with  a  provider  of  services. 

Q.  52.  What  provision  is  made  for  the  Government  to  consult  with 
persons  outside  the  Government  in  the  administration  of 
the  new  health  insurance  programs? 

A.  The  law  provides  for  the  establishment  of  a  Health  Insurance 
Benefits  Advisory  Council  to  advise  the  Government  on  general 
administrative  policy  matters  and  on  the  formulation  of  regula- 
tions in  connection  with  the  hospital  insurance  program  and  the 
medical  insurance  program,  including  regulations  relating  to 
conditions  of  participation  for  providers. 

The  Advisory  Council,  appointed  by  the  Secretary,  will  consist 
of  a  chairman  and  15  members  including  persons  outstanding  in 
hospital,  medical,  and  other  health  activities  and  at  least  one 
representative  of  the  public.  The  members  cannot  include  regu- 
lar Federal  Government  employees.  Special  groups  and  subcom- 
mittees may  be  designated  to  study  particular  areas  of  policy, 
procedure,  or  operations  and  to  make  recommendations  to 
the  Council. 

The  law  also  provides  for  the  establishment  of  a  National  Medi- 
cal Review  Committee  to  study  the  utilization  of  hospital  and 
other  medical  care  and  services  with  a  view  to  recommending 
changes  in  the  way  covered  care  and  services  are  used  and  in 
the  administration  of  the  hospital  insurance  and  medical  insur- 
ance plans.  This  committee  is  required  to  make  an  annual 
report  of  its  recommendations  to  the  Secretary,  and  he  is  re- 
quired to  transmit  the  report  to  the  Congress. 

The  National  Medical  Review  Committee  will  be  composed  of 
nine  persons,  one  of  whom  the  Government  would  designate  as 
chairman.  The  members  are  to  be  selected  from  people  who  are 
representative  of  organizations  and  associations  of  professional 
people  in  the  field  of  medicine,  and  other  people  who  are  out- 
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standing  in  the  field  of  medicine  or  related  fields.  A  majority 
of  the  committee  are  to  be  physicians  and  at  least  one  member 
will  represent  the  general  public.  Regular  Federal  Government 
employees  cannot  be  members  of  the  committee. 

In  formulating  specific  conditions  of  participation  necessary  for 
health  and  safety,  the  Government  will  consult  with  appropriate 
governmental  agencies  and  private  organizations.  The  law  spe- 
cifically requires  consultation  with  appropriate  State  and  local 
agencies  and  national  listing  or  accrediting  bodies.  The  Govern- 
ment will  also  consult  with  the  Joint  Commission  on  Accredita- 
tion of  Hospitals  as  well  as  with  associations  of  providers  of 
services.  Such  consultations  will  be  helpful  in  the  development 
of  policies,  operational  procedures  and  administrative  arrange- 
ments of  mutual  satisfaction  to  all  parties  interested  in  the  hos- 
pital insurance  and  medical  insurance  plans  and  will  provide 
additional  assurance  that  varying  conditions  of  local  and  national 
significance  are  taken  into  account. 
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